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Eurasia TOP STORY 

--************************************************************ 
1. Mongolia’s former President Enkhbayar released on bail  

bne 

May 15, 2012  
 

Former Mongolian President Nambar Enkhbayar was released on bail on May 14 after 

staging a hunger strike.  
 

Enkhbayar, who was arrested on corruption charges on May 13, is now reported to 

be recovering in hospital from his week-long hunger strike.  
 

Enkhbayar denies the corruption charges, which his supporters say are politically 

motivated. He had been planning to stand in Mongolia’s June 2012 elections as the 
leader of a new political party.  

 
His family released a statement on April 17 denying the corruption charges filed 

against Enkhbayar, and claiming that his civil rights had been abused by the 

Mongolian government.  
 

Enkhbayar was president of Mongolia from 2005-2009 until he was narrowly 

defeated by current president Tsakhiagiin Elbegdorj in the 2009 elections. He 
previously served a prime minister between 2000 and 2004.  

 

--************************************************************ 
2. Azerbaijan plans to build refinery in Libya  

bne 
May 15, 2012  

 

Azerbaijan’s state oil and gas company Socar is planning to build an oil refinery and 
a chain of petrol stations in Libya.  

 

Azerbaijan’s ambassador to Libya, Agasalim Shukurov, delivered the proposals to 
Libya’s Oil and Gas Minister Abdulrahman Ben Yezza at a meeting in Tripoli on May 

14.  

 
According to a statement from the Azeri Foreign Ministry, quoted by Reuters, Socar 

is considering either setting up a joint venture with Libya, or carrying out the project 

with its own funds. 
 

Yezza also expressed an interest in between Libya and Azerbaijan in the oil and gas 
sector, APA reported.  

 

Baku-based Socar has been expanding into nearby markets in recent years. It 
already has a refinery under construction in Turkey, and is planning to acquire a 

refinery in Switzerland. Earlier in 2012, Socar officials agreed to build a refinery in 

Kyrgyzstan.  
 

--************************************************************ 

3. Azerbaijani police break up pre-Eurovision demonstration  
bne 

May 15, 2012  
 

A peaceful demonstration in Baku, in advance of the Eurovision song contest, on May 

14 was broken up by police. 
 

Several dozen members of the Public Chamber opposition alliance gathered in the 

city centre for the unauthorised rally, AP reports.  
 

Isa Gambar, the leader of the Musavat party, one of the members of Public 

Chamber, said the demonstration was organised to demand freedom of assembly in 
Azerbaijan and the release of political prisoners.  



 

Police moved in quickly, confiscating placards and pushing would-be demonstrators 
onto buses. 18 opposition activists were detained, but were later released with 

warnings, the Interior Ministry said in a statement.  

 
Opposition activity has increased in the run-up to the Eurovision song contest, which 

will take place on May 24-26 in Baku. Opposition politicians and human rights 
campaigners have hoped to use the publicity surrounding the event - which will be 

watched by around 125 million people - to highlight rights abuses in Azerbaijan.  

 
--************************************************************ 

4. Georgian Oil and Gas Corporation’s debut Eurobond a success 

bne 
May 15, 2012  

 

Georgian Oil and Gas Corporation (GOGC) has successfully placed a $250m Eurobond 
on the London Stock Exchange.  

 
GOGC announced on May 14 that the initial interest rate for the bond, which was 

issued on May 9, was 7.50–7.75%, but due to a high level of demand, it later 

decreased to 7.125%. 
 

Funds from the state-owned company’s debut Eurobond will be used to build two 

hydropower plants in western Georgia, Interfax reported.  
 

The Tvishi HPP and Zhoneti HPP are part of the Namakhvani HPP Cascade, where 

three HPPs with total capacity of 450 MWt, are due to be built.  
 

GOGC set up a subsidiary, OJSC Cascade Namakhvani HPP, in January 2012 to build 

the Namakhvani HPPs, which are expected to cost a total of $800m.  
 

GOGC plans to raise private investments for construction of the third HPP, 
Namakhvani HPP.  

 

Fitch Rating previously gave GOGC's debut issue of priority unsecured bonds a rating 
of "BB-(exp)", with its final rating to be issued after it receives full documentation on 

the issue.  

 
 

--************************************************************ 

Eurasia Kazakhstan 

--************************************************************ 

5. Alliance Bank posts an US$8.2m net loss in 1Q2012 
Visor Capital  

May 15, 2012  

 
Impact: NEGATIVE 

  

Facts/News. Alliance Bank yesterday published weak 1Q2012 IFRS consolidated 
results.  The Bank posted a KZT1.2bn (US$8.2m) net loss in 1Q2012.  NIM (based 

on average interest earning assets) increased by 85bps QoQ to 1.1%.  Operating 

expenses decreased by 25.3% QoQ.  Both assets and net loans increased by 1.2% 

QoQ.  Customer deposits increased by 3.6% QoQ.  Equity of the Bank more than 

doubled in 1Q2012. 
  

Analysis. We believe the negative bottom line was due to weak net interest income 

during the period, which has been reflected in the Bank’s weak NIM. Alliance 
continues to suffer from high funding costs, which exceeded asset yields for the 

second quarter in a row. We note that net interest income in 1Q accounted for 48% 
of the Bank’s operating income, which is significantly below most peers in the sector. 

A considerable increase in capital was the result of higher revaluation reserves. 

  
Conclusion. Despite positive developments in the Bank’s equity, overall the results 

look weak. We expect a negative bond and share price impact on the back of 

negative operating performance, weak margins and slow loan growth. 
  

Nurlan Ashinov 

  
--************************************************************ 

6. Caspian Energy restart’s East Zhagabulak and issues 1Q results 
Visor Capital  

May 15, 2012  

 
Impact: POSITIVE 

  

Facts/News. Caspian Energy last night put out its 1Q2012 results and an operational 
update. Revenues were up 66% YoY to US$505k, leaving a comprehensive loss of 

US$2,225k, up 2% on the same period last year, including US$1,397k in finance 

charges. 
  

On the operational side, the East Zhagabulak field resumed production on 3 May 

2012, with EZ #301 producing at an average of 252bpd, and EZ #213 at 153bpd. In 
addition, since the end of the financial period, EZ #315 spud on 9th May 2012, EZ 

#308 had run production casing up to 4,775m, and Sakramabas #316 had 
encountered 184.8m of net pay zone with a well log survey underway. 

 The Company believes that success on this well will allow them to declare a 

commercial discovery. . 
  

Analysis. We believe that the financial results were largely in line with market 

expectations, given Caspian’s stage of development. The development news since 
the end of the financial period is largely positive however, with positive news from 

the re-start of production at East Zhagabulak, and good indications of a possible 

discovery at Sakramabas. 
  

Valuation/Conclusion. We expect positive share price impact from the news, and 
reiterate our BUY rating. For more details on the recent developments, we recently 

issued a report entitled, “Hopes for 2012”, published 11th May. 

  
Zhanar Nazkhanova 

Dominic Lewenz  

 
 

 

 
 



--************************************************************ 

7. Kazyna Capital Management to invest $180m in 2012  
bne 

May 15, 2012  

 
Kazyna Capital Management plans to invest 26.9 billion tenge ($181.6m) through its 

direct investment fund in 2012.  
 

KCM, which is owned by Kazakhstan’s sovereign wealth fund and state holding 

company Samruk-Kazyna, plans to make 12 investments this year.  
 

“Investments will mainly be in expansion projects of companies operating in non-

resources sectors: metallurgy, energy, transport and forwarding, construction, 
agriculture, telecommunication, real estate and medicine,” the company’s CEO 

Evgeny Kim told Interfax-Kazakhstan. 

 
--************************************************************ 

8. Max Petroleum successfully completes third appraisal well at Asanketken 
Visor Capital  

May 15, 2012  

 
Impact: POSITIVE 

  

Facts/News. Max Petroleum yesterday reported that its ASK-J1 appraisal well on the 
Asanketken field had reached a depth of 1,378m.  Electric logs indicated 36m of net 

oil pay, of which 27m divided between five zones at depths of 1,240-1,321m 

confirming the previous Middle Jurassic discovery with 18-33% reservoir porosity. 
The well also encountered 9m of net oil pay in three zones in the shallower Jurassic 

section at depth between 1,069-1,090m.  Porosities in the zones range between 

18% to 29%.  While the Company completes production casing in the well and 
awaits for regulatory approval for testing the well, the Zhanros ZJ-20 rig will move to 

drill the next appraisal well, ASK-J2, in the field. 
  

Analysis. The results of the ASK-J1 well confirm the positive results from two 

previous wells on the field, while the shallower reservoir findings, if proven 
commercial, could add to the reserves base. 

  

Valuation/Conclusion. We believe the results of the appraisal drilling on Asankteken 
are positive and whilst in line with Max’s guidance, help de-risk the project.  A full 

field assessment of the field is expected following completion of the four-well 

appraisal programme and independent reserves review later this year. Max is traded 
on US$0.4/bbl of P50 risked resources, which is below its peers average of 

US$0.9/bbl. 
  

Zhanar Nazkhanova 

 
 

 

 
 

 

 
 

--************************************************************ 

9. Stans Energy boosts management ream with rare earth specialist 
Visor Capital  

May 15, 2012  

 
Impact: NEUTRAL 

  
Facts/News. Stans Energy yesterday announced the addition of a rare earth expert, 

Jean-Paul Tognet, to its Advisory Board as a Senior Advisor.  The Company plans to 

grant 200,000 stock options to Mr. Tognet and another 100,000 options to an 
employee of the Company. The stock options have an exercise price of US$0.74 as of 

the market close on 11 May 2012 and expire on 11 May 2017. 

  
Analysis. While we acknowledge the addition of a valuable expert to the 

management team of the Company, we note that the issuance of the stock options is 

likely to result in 0.2% 2012F EPS and share dilution. 
  

Valuation/Conclusion. We believe that the announcement is neutral for the stock 
price, as the potential earnings dilution from the exercise of stock options is 

marginal, in our view. We reiterate our BUY rating and TP of US$23.4/GDR.   

  
Anel Yermekova  

 

 
--************************************************************ 

On the website today 

--************************************************************ 
10. Hungary govt's schizophrenic moves 

Kester Eddy in Budapest  

May 15, 2012 
 

At a conference in Budapest on banking in the region in April, the panel on Hungary 
offered some divergent opinions on the good and bad in the sector – but on one 

issue they were fully united. As Istvan Racz, former chief economist with the 

Hungarian financial regulator, noted: "The economy is pretty much on the verge of 
recession... with all major indicators pointing in the same direction... [so] I think it 

would be tremendously important to grab an EU-IMF [precautionary loan] deal as 

quickly as possible."  
 

The credibility gained from an agreement between Hungary and the EU and 

International Monetary Fund would greatly ease market concerns and thereby reduce 
financing costs, both for the country and commerce in general, Racz underlined, with 

accompanying nods from other panel members.  
 

Little wonder then, that the markets warmed to the news on May 11 that Mihaly 

Varga, a former finance minister in the first Fidesz government from 2001-2002, was 
to take the helm on Hungary's negotiating team with the two institutions, 

interpreting the change as indicative that Hungary is intent on reaching an 

agreement.  
 

Viktor Orban, the Hungarian prime minister, announced the move in his weekly radio 

broadcast, saying Hungary needed a specialist to continue the procedure while 



praising Varga's predecessor, Tamas Fellegi. "The country owes him a great debt," 

he intoned.  
 

http://www.bne.eu/storyf3583/Hungary_govts_schizophrenic_moves  

 
--************************************************************ 

11. Kazakhmys seen facing governance risks from Kazakh lead smelter 
Christopher Pala in Washington  

May 15, 2012 

 
 

The London-listed FTSE-100 company Kazakhmys, the world's only fully integrated 

copper producer, has been operating since October 2010 a large lead smelter in the 
Kazakhstan city of Shymkent that is responsible for poisoning tens of thousands of 

local children, bne can reveal.  

 
While Kazakhmys executives deny the company owns the 78-year-old smelter and 

says it thus has no liability for the health problems that it has caused in Kazakhstan's 
third-largest city, taking operational control of the plant raises questions about 

whether the Kazakh company has properly disclosed the political and legal risks to its 

shareholders.  
 

There is ample evidence that the Shymkent plant is a major health problem and an 

environmental catastrophe. Average levels of lead oxide in the air are 22-times the 
international norm and have led to high lead oxide levels in the blood of an 

estimated 40,000 local children. Lead oxide stunts brain development in children, 

even in small amounts.  
 

At Kazakhmys' annual general meeting on May 11, outgoing CEO Vladimir Kim told 

Tom Mayne of Global Witness, a non-governmental organisation that focuses on poor 
corporate governance: "The Shymkent lead plant does not belong to Kazakhmys... 

The only connection between Kazakhmys and this plant is that we deliver lead dust."  
 

Global Witness released a report on Kazakhmys earlier this year called "Risky 

Business," in which it accuses the company of failing to disclose ties to President 
Nursultan Nazarbayev and his closest aides.  

 

http://www.bne.eu/storyf3580/Kazakhmys_seen_facing_governance_risks_from_Ka
zakh_lead_smelter  

 

--************************************************************ 
12. Quo vadis Croatian tourism? 

Guy Norton in Zagreb  
May 15, 2012 

 

A recent television advertising campaign bills Croatia as "The new tourism star of the 
European Union." And blessed with a sun-drenched climate and stunning coastline, 

Croatia increasingly ranks among the go-to destinations for growing numbers of 

travellers from around the globe. But it's also fair to say that while tourism is a key 
revenue earner for Croatia, bringing in at least !6bn a year or the equivalent of 14% 

of GDP, the industry remains a plentiful source of controversy, with the future vision 

of tourism a hotly disputed topic among the local population.  
 

How the country best leverages its undisputed potential has become a matter of 

increasingly fierce discussion of late, as various factions within the country contest 
how best to attract free-spending tourists without destroying the country's deeply-

cherished natural and cultural heritage.  

 
For example, the island of Pag located in the south of the country off its Dalmatian 

coast, whose Zrce beach parties and festivals near the town of Novalja have earned 
it the moniker of the "New Ibiza", was recently the scene of a conference which 

debated the pros and cons of the annual invasion of hordes of nightclubbers from 

around the globe. While events such as the Hideout Festival have attracted 
widespread critical acclaim abroad, with UK daily The Guardian naming it among the 

best of the European festivals in 2011, there's been a growing groundswell of 

domestic opinion on the island that sees such events as a curse rather than a 
blessing.  

 

http://www.bne.eu/storyf3581/Quo_vadis_Croatian_tourism 
 

 
--************************************************************ 

Eurasia Other Central Asia 

--************************************************************ 
13. First futures contract signed in Uzbekistan  

bne 

May 15, 2012  
 

Uzbekistani farmers have signed a contract with the wholesale Uzulgurjisavdoinvest 

association to supply 122,000 tonnes of fruit and vegetables in what the Uzbek press 
says is the country’s first futures contract.  

 

Uzulgurjisavdoinvest made an advance payment of UZS38bn ($20m) for the produce 
due to be delivered in autumn 2012. This means that Uzulgurjisavdoinvest will 

receive the produce at spring 2012 rates, Uzreport writes.  
 

Uzulgurjisavdoinvest deputy chairman Mirzohid Mirkamilov said the contract would 

provide advance funding for farmers, while consumers would receive fruit and 
vegetables at lower prices after this year’s harvest.  

 

--************************************************************ 
14. Tajikistan: World Bank to provide $10m for business environment improvement  

bne 

May 15, 2012  
 

The World Bank is to provide a $10m grant to support improvements in the business 
environment and mining sector in Tajikistan.  

 

This is the first private sector investment to be funded directly from the World Bank’s 
International Development Agency.  

 

The funding will be used to simplify procedures for business registration and 
obtaining construction permits, improve financial infrastructure for better access to 

financial services, and encourage the development of the mining industry where 

Tajikistan has a competitive advantage, the World Bank said. 
 



--************************************************************ 

Eurasia Caucasus 

--************************************************************ 

15. Azerbaijan increases number of plastic cards by 8% 

APA-Economics 
May 15, 2012  

 
As of March 1, 2012, the number of plastic cards made 4,627 thousand, up 342,000 

or 8% from a year earlier. According to CBA, 2,516 thousand of cards are mini 

social, 1,351 – mini salary, 567,000 – mini debit, 193,000 – credit cards. 
 

In February, 4,598 thousand operations were conducted on plastic cards, the volume 

of transactions amounted to AZN 694 mln. Over the last year these figures increased 
by 13.3% and 27.8% respectively. 

 

The number of debit card transactions was 4,342 thousand, representing 94.4% of 
the total. The volume of transactions on debit cards made AZN 625 mln, which 

equals 90.1% of the total. In turn, 256 thousand operations were conducted via 
credit cards, the volume of transactions made AZN 69 mln. The average volume of a 

single transaction for debit cards amounted to AZN 143.9, this figure makes AZN 270 

on credit cards. 
 

Note that, 4,051 thousand of operations conducted with plastic cards were related to 

mini cash withdrawal. The volume of these transactions made AZN 629 mln, which is 
90.6% of the total. 

 

--************************************************************ 
16. Azerbaijan: Fitch revises outlook on Azerenerji to stable 

APA-Economics 

May 15, 2012  
 

Fitch Ratings has revised the Outlook on OJSC Azerenerji’s (Azerenerji) Long-term 
foreign currency Issuer Default Rating (IDR) to Stable from Positive and affirmed the 

rating at ’BBB-’, Reuters reported.  

 
Fitch has also affirmed State Oil Company of the Azerbaijan Republic’s (SOCAR) 

Long-term foreign currency IDR at ’BBB-’ with a Stable Outlook. A full rating 

breakdown is below. 
 

The revision of Azerenerji’s Outlook to Stable reflects the agency’s revision of the 

Outlook on the Republic of Azerbaijan’s Long-term foreign IDR to Stable from 
Positive on 11 May 2012 (see ’Fitch Revises Azerbaijan’s Outlook to Stable; Affirms 

at ’BBB-" at www.fitchratings.com). The revision of the Outlook on the sovereign 
rating, and consequently Azerenerji’s rating, better reflects Fitch’s view on their 

likely direction. 

 
 

 

 
 

 

 
 

--************************************************************ 

17. Azerbaijan: S&P revises BICRA on Azerbaijan to group ’8’ from group ’9’ 
APA-Economics 

May 15, 2012  

 
Standard & Poor’s Ratings Services said that it had revised its Banking Industry 

Country Risk Assessment (BICRA) on Azerbaijan (BBB-/Stable/A-3) to group ’8’ from 
group ’9’. 

 

The economic risk score was revised to ’7’ from ’8’ and the industry risk score to ’8’ 
from ’9’. 

 

The BICRA summarizes our view of the risks that a bank operating in a particular 
country and banking industry faces relative to those in other banking industries. A 

BICRA is scored on a scale from 1 to 10, ranging from the lowest-risk banking 

systems (group 1) to the highest-risk (group 10). Other countries in BICRA group ’8’ 
include Argentina, Kazakhstan, Uzbekistan, Nigeria, and Georgia. 

 
Our revised economic risk score for Azerbaijan is ’7’. We have revised our 

assessment of economic imbalances to "low risk" from "intermediate risk", while our 

"high risk" assessment of "economic resilience" and "extremely high risk" of "credit 
risk in the economy", as our criteria define these terms, remain unchanged. 

 

Azerbaijan’s only moderate level of wealth and the concentration of the economy in 
commodities, particularly oil, are the main reasons for our "high risk" assessment of 

economic resilience. We estimate that the oil and gas sectors directly contributed 

40% of GDP in 2011, and another 35% indirectly through ancillary industries and 
services. 

 

We consider the Azerbaijani banking industry to be in an expansion phase. We 
project that credit will expand faster than the underlying economy: about 10% in 

2012, a level close to the 8.1% growth of loans in 2011. 
 

Despite these very high loan growth rates in nominal terms, credit growth expressed 

in percentage points of GDP has been low. Even though this is somewhat distorted 
by the oil-inflated GDP, we think this suggests an absence of credit-fueled bubbles. 

In addition, growth of inflation-adjusted residential housing prices is sluggish. We 

believe that mortgage loans do not represent a major risk for Azerbaijan’s banking 
sector because the segment is underdeveloped. Therefore, we do not consider 

Azerbaijan as an economy in the process of building up imbalances. This is the main 

factor explaining our "low risk" assessment for economic imbalances. 
 

Azerbaijan has low levels of corporate and personal indebtedness. The level of 
financial intermediation is indeed low, reflected in the 21% ratio of bank loans to 

private and nonfinancial public enterprises to GDP at year-end 2011. Nevertheless, 

our "extremely high risk" assessment of credit risk in the economy largely stems 
from our opinion of banks’ relaxed underwriting standards, with a weak payment 

culture and rule of law. 

 
Our revised industry risk score for Azerbaijan is ’8’. This reflects that we have 

maintained our assessment of "very high risk" in the institutional framework and in 

systemwide funding and changed our assessment of competitive dynamics to "high 
risk" from "very high risk". 



 

The Central Bank of Azerbaijan has the ability to intervene and take preventive 
measures, through external administration and other mechanisms. 

 

The Central Bank’s response to the crisis was adequate and timely in our view. It 
lowered the refinancing rate and reserve requirements on liabilities several times. 

The Central Bank also provided direct liquidity support to some commercial banks. 
During the crisis no banks in Azerbaijan defaulted. The Central Bank has managed to 

retain an adequate level of depositor confidence in the system, supported by various 

measures, including a deposit insurance compensation mechanism that has been in 
effect since August 2007. 

 

However, we consider that the Central Bank’s quasi-fiscal activity undermined asset 
quality, as belatedly indicated by the increase in nonperforming loans (NPLs). We 

note that regulatory forbearance allowed the largest state-owned International Bank 

of Azerbaijan (IBA) to accumulate a significant amount of NPLs on its balance sheet 
and continue to operate with a breach of capital covenants for a prolonged period. 

This underpins our "very high risk" assessment of the institutional framework. 
 

In our view, Azerbaijan’s banking sector is also characterized by weak governance 

and transparency. 
 

Azerbaijani banks feature a moderate risk appetite, in our view. IBA continues to 

dominate Azerbaijan’s banking market, with about 30% of total banking assets in 
2011. 

 

IBA and other banks controlled by the ruling elite enjoy privileged access to good-
quality borrowers, thus creating competitive distortions in the market. 

 

The government’s privatization of IBA has recently gained momentum, but we think 
that this process would require significant capital and funding support from the 

government, part of which has already been provided. 
 

Systemwide funding is of "very high risk" and reflects structural deficiencies, 

including a relatively low share of loans funded by deposits (about 60%), a still high 
amount of funding obtained in foreign currency, the need to fund part of banking 

assets from wholesale sources, and the shallow domestic bond and short-term note 

markets. 
 

Nevertheless, in our opinion, funding is an area that has improved in recent years, 

thanks to increased recourse to retail deposits to fund asset growth, a decline in 
cross-border funding, a somewhat decreasing percent of foreign currency funding, 

and the supportive policies of the Central Bank. 
 

We believe that Azerbaijan’s government has significant capacity and willingness to 

support domestic banks with high and moderate systemic importance. We continue 
to classify the Azerbaijan government as "supportive" toward the domestic banking 

system. This classification recognizes the government’s track record of providing 

support to the banking system in 2008-2011. 
 

 

 
 

--************************************************************ 

18. Georgia: Liberty Bank releases 1Q12 results 
BG Capital  

May 15, 2012  

 
Liberty Bank (BANK GG), Georgia’s fourth largest bank by 1Q12 assets, reported its 

1Q12 net interest income declined 2.1% q/q (+66.3% y/y) as net loans grew 4.6% 
q/q (+88.9% y/y). Net interest margin declined 1.64pps q/q to 8.3%, while the C/I 

ratio was down 64bps q/q to 71.1%. The bank’s equity increased 4% q/q to US$ 

45.6mn, driving 1Q12 Tier 1 ratio to 10.1% and total CAR to 15.4%. Liberty’s NPLs 
declined to 11.4% of the portfolio by 1Q12 from 11.6% at end-FY11. 

 

--************************************************************ 
19. Georgia: Money market 

BG Capital  

May 15, 2012  
 

Last week, the National Bank of Georgia (NBG) issued 7-day refinancing loans in the 
amount of GEL 50mn with an average yield amounting 6.30% (up 3bps). NBG also 

sold 84-day, GEL 30mn Certificates of Deposits last week. The average yield was 

6.35% (down 29bps). 
 

As for the treasury debt, Ministry of Finance sold ten-year T-notes in the amount of 

GEL 5mn with the yield ranging between 11.33-11.78%. Average yield equalled 
11.59% (down 72bps). The next two-year T-notes auction is planned for May 16. 

 

 
--************************************************************ 

Other frontier markets 

--************************************************************ 
20. Mongolia: SouthGobi announces 1Q results plus warms of weak 2Q 

Visor Capital  
May 15, 2012  

 

Impact: NEGATIVE 
  

Facts/News. SouthGobi Resources yesterday announced its 1Q2012 results. The 

Company’s coal production decreased by 4% YoY to 1.07mt, whilst its sales surged 
84% YoY to 0.84mt. Revenue jumped 99% YoY to US$40.2m, showing a net profit of 

US$3.1m (US$0.02/share).  Realised sale price for coal increased 13% YoY to 

US$56.79/t, whilst production cash costs went down 27% YoY to US$15.04/t. 
  

As at 14 May 2012, the Company has not received any official notification on the 
suspension of its licence from the Government of Mongolia.  The Company however, 

admitted the announcement regarding the potential license suspension has led some 

customers to reduce their 2Q2012 coal purchases. 
  

Analysis. Our FY2012 coal sales forecast for the Company is 7.0mt, whilst our 

realised price forecast is US$62.9/t. We note that the uncertainty over the 
Company’s licences may negatively affect the Company’s ability to meet our FY2012 

forecasts. A 10% decrease in our coal sales assumption may lead to a 34% decrease 

in our 2012F EPS estimate, whilst a 10% decrease in our 2012F coal realised price 
forecast may cause a 71% decrease in our 2012F EPS estimate. 



  

Valuation/Conclusion. The stock is currently trading at 2012F P/E and EV/EBITDA 
ratios of 28.9x and 8.9x, respectively. We expect negative share impact from the 

announced results due to uncertainty over the licences for the Company’s Mongolian 

assets. 
  

Stanislav Chuyev 
  

 


